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DOCKET no. E-01933A-07-0402
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IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR
THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHA.RGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS OPERATIONS THROUGHOUT THE STATE
OF ARIZONA.
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PROCEDURAL ORDER

BY THE COMMISSION:
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A hearing was held the above-captioned matter from July 9, 2008 through July 16, 2008.

During the hearing the attached Exhibits which had been offered by Commissioner Mayes and

identified as Mayes-1 and Mayes-2, were discussed. It appears, however, that Mayes-I and Mayes-2

were not formally admitted during the course of the hearing as the result of an oversight.

IT IS THEREFORE ORDERED that exhibits Mayes-I and Mayes-2 will be admitted in this

matter unless any party files an objection in the docket by August 11, 2008.

IT IS FURTHER ORDERED that the Presiding Officer may rescind, alter, amend, or waive

22 any portion of this Procedural Order either by subsequent Procedural Order or by ruling at hearing.

DATED this §W 'day of July, 2008 .

Arizona Corporation Commission
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Attorney for SVEC

Billy L. Burnett
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Phoenix, Arizona 85012
Local Counsel for the Kroger Co.

John E. O'Hare
3865 North Tucson Blvd
Tucson, Arizona 95716

8

9

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, Arizona 85016

10

Deborah R. Scott
Robert J. Metli
SNELL & WILMER LLP
One Arizona Center
400 East Van Buren
Phoenix, Arizona 85004-2202
Attorneys for APS

11

Janice Allard, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007

12

13

14

15

Lawrence Robertson
P.O. Box 1448
Tubac, Arizona 85646
Attorney for Mesquite Power LLC, Bowie
Power Station, LLC, Sempra Energy
Solutions and ASARCO in Docket E-01933A-
07-0402 Et al., and Asarco, LLC in Docket
No. E-0199A-06-0801

Ernest Johnson, Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street _
Phoenix, Arizona 85007

16

17

Greg Patterson
916 West Adams, Suite 3
Phoenix, Arizona 85007

ARIZONA REPORTING SERVICE, INC.
2200 N. Central Avenue, Suite 502
Phoenix, Arizona 85004-1481

18

20

S. David Childers
LOW&CHlLDERS, PC

19 2999North 44"' Street, Suite 250
Phoenix, Arizona 85018
Attorneys for the Alliance

21

22

23

24
I

25

26 Secretary'to Jane L Ronda

27

28

3



1

DOCKET NO. E-01933A-07-0402 ET AL

1
Copies of the foregoing mailed
this day of July, 2008 to:
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Michael W. Patten*
ROSHKA DEWULF & PATTEN
400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004
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FENNEMORE CRAIG, PC
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Michael Grant
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May Q, bona ELECTRIC UTILITY (WEST) INDUSTRY
f -

1 7 7 9 .

All Rf the major electric utilities located in the
western region of the United States are reviewed
in this Issue; eastern electrics, in Issue1; and the
remaining utilities, in Issue 5.

H
la:

:c><LU
On an irregular basis, we run n table of regt]a~

Tory climates for each state and the Federal En~
orgy Regulatory Commission (FERC).

Maine, Maryland, Massachusetts. Minnesota, Missis-
sippi, Missouri. Ivlnntana. Nevada. New Jersey. New
Mexico. New York, North Carolina, North Dakota. Okla-
homa. Oregon, Pennsylvania, Rhode Island, South Caro~-
IMa. Texas. Virginia. Washington, Wyoming,
I 8e]ow Average Arkansas. lllin0is, Michigan, New
Hampshire, Vermont. West Virginia.

<f>
QJ
6
8

Utility Stocks have fallen more than the h ad
market averages since the start of 2008, but that
c]oesn't mean that investors should rush in :fa buy
these equities

We have made a few changes since we last; ran this
table. in November al' 2005. We have raised Callfnmia to
Average because recent rate orders have become more
reasonable. For instance, in San Diego Gas Ami Elec-
trjc`s (a subsidiary of Sempra Energy) cost~of-capital
case last year, the rcdmmisslon raised the \Jtility's ai-
lowed ret\.\t'n on equity. We have added Oregon to our list
(as Average) now that we are covering Portland Genera]
Eleerric. We have lowered the regulatory climate in
Illinois from Average m Below Average because Echelon
and Ameren, which own almost all of the utilizes in the
state, had to compensate ratepayers For some oF the
sharp rise in prices that they were facing after rate caps,
which were instituted in the late 19905 when the utility
induct was partially deregulated. expired. Also. Ex-
e1on's gommnnwt-wlth Energy subsidiary has received
harsh regulatory treatment of late.

Ranking The Regulators
No matter whether Ar not a state has undertaken a

partial deregulation of the electric utility industry. the
regulatory climate is important. Even in a partially
deregulated state, the power-distribu son function is still
regulated by' the state commission. Wl'1at's Marc. the
executive and legislative branches in some states have
gotten involved. or are getting Involved. when below-
market price caps are expiring and ratepayers are facing
large increases in electricity prices. This has already
occurred in Maryland and Illinois and is now under
discussion in Ohio and Pennsylvania. In states that are
sLlll traditionally regulated. many utilities are entering
a construction cycle due to the rising demand for power.
Obtaining regt story support will be more critical than
ever due to using construction cos-cs and mundanes in
many states for costly renewable generation.

There are two more states to keep an eye on. InNew
York. the agreement by a Spanish company to acquire
Energy East is facing 0ppositinh. and 1: appears less
likely that the deal will be completed. Also. the allowed
return on equity is lower In New York than in most other
states. So we'rc considering dropping the regulatory
climate to Below Average. On the other hand. we might
raise Michigan°s regulatory cellmate to Average depend-
ing on the outcome Rf proposed legislation that would
affectutilities in the state. Moreover. recent fate orders
In Michigan have not been bad.

Investors should understand that a state's regulatory
climate doesn't just reflect. the regulatory commission.
The governor. actnmey general. legislature. and courts
play a key role as well. We list each state'$ regulatory
climate below. We exclude Nebraska.. Tennessee, and
Alaska bEcause there is little or no presence of investor-
owned electric utilities there. We exclude Kentucky
because the major electric utilities there are owned by a
European company that is not covered in The Value Line
Investment Survey. We exclude Utah because the major
power company in the state is a minuscule part of
Berkshire Hathaway's operations.

- Above Average: Alabama, Colorado, Florida. Hawaii,
Idaho, Indiana. Ohio,SouthDakota, Wisconsin. FERC.

Average:Arizona, California, Connecticut, Delaware,
District Rf Eiolumbla. Georgia, Iowa, Kansas. Louisiana,

Investment Advice
The Value Line Utility Average has fallen over 10%

since the start of 2008, a few percentage points worse
Lhim the decline in due Value Line Composite Average
over that time. Even so. many utility stocks are-hardly
cheap, and are still trading within their 2011-2013
Target Price Range. For arbitrage players, we note that
Puget Energy is
pending makeover of the company.

Pau! E Debbas. CFA

trading 10% blow the value of the
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; 5 ESS' Pinnacle West capilnl Corpnrsllcm {pafy>n\ of Arizona
Public Sewlcs) supplies alsctrlcity lo approx. 7,7801900 people In
11 of 15 Arlana cuurvt les. Elcdric  revenue snurccs; rns ldemlal,
51°/' commervisl. Induslrrnl and other, 49%. Favor eosle 38% at
eleclrlc mvsrruas; labor coals; 13A of total revenues, The mining
Industry is the largest indvslrial customer. Energy sources: coal

37%: nuclear, 2254: gas a nlhcr, 18%. pufclrasmu power. 23°/. Has
'MDD Iamployess. Reponnd '57 depreciation MIn: 34%. Esl'd plant

age: ID years. Chalk-nan s chlaf Execullve Of11r;tan Wllllam J. past.
Pros.: Jack E Davis. Inn., Arizona. Addre.s, -we E. Van Bunn st.
Sllf la 790, P.O. Bar 52132. Phoenlx, AZ 85072-2132. Tel:  802-

379 2588. lnlemel: Www.pinnaclewe:l,¢nm.
1

It seeks increase D
f i n i s h e d  t w o  y e a r s  I Z l I L r .  I n  a d d i t i o n ,  P N W
h a s  p u r c h a s e d  a  t w o - u n i t  9 5 - m w  g a s - t i r e d

s h o r t l y  t o  h e l p  m e e t  h i g h s u m m e r  n e e d s .

this year . Unusually favorable weather

2007 earnings by $0.38 H
Sunf lor

the current  t1.0%. W hatever  amount in

p e a k i n g  p l a n t  c h a r  w i l l  b e g i n  o p e r a t i n g

E a r n i n g s  c r r m p a r i s o n s  w i l l  b e  t o u g h

and one-time Income tax benef its boosted
Sflilre, And this

year, the Ra-al estate subsldlal 's
c nnt r ibu t iun  wi l l  l i kely be min imal c-
cause 01' a weak

T I EW  p la f l t sin
will fall 16%, to $2.50 a share. An order nm

l22-mlIp Hrlc ! 'mm the Psalm of

growth has
through the

'payout was raised $0.10 n s are annually.
But

c rease at  th is  t ime.  S t i l l  based our

d l w d e n d  h i k e s  o v e r  t h e  s a m e  t i m e f r a m e
lgruup. PNW

above-average url lay selection.

mu m: e est has filed a eneraI r a t e
case. . an $265.5 mil-
lion to recover investments of  over $1 bil-
l ion a year  needed to maintain and up-
grade infr8stIlklcLure. Some $258.5 million
of the request is for nonfucl related items.
The application includes an $86.3 million
attrition adjustment to oftscc earnings car
slop between the :nd of  the test year and
2010. Finally, It prupnses time a:ll~use rates
to reduce energy corrsumptiofl during .peak
periods. The petltivn is based on an 11.5%
allowed return on common equity. up from

awarded wit] be operative on July 1. 2009.
Separately, Pinnacle received $30 millirm
in higher transmiaslon tarif f iq last March

T h e  c o m p a n y i s  a d d i n g  r a p a c i t y t o
m e e t r e s i n d e m a n d . I t  r e c e n t l y  c o m -
p | 8 t c d  a  1 0 % - M i l e  t p a f 1 s m i s 5 l l > l ' \  l i n e  m i r -
r o u n d i n g  P l w e n i x  t h a t  w i l l  p e r m i t  t h e  i n -
f l o w  o f  J 1 7  m e g a w a t t s  ( m y )  R f  p o w e r  i n t o
t h e  c o n s t r a i n e d  a r e a .  T o o ,  P N W  a n d  p a r t -
n e r s  p l a n  a ,
Verde Nuclear .hub to Yuma, Arizona to in-
sure adequate pofvver in that regen. Cun-
structtvm will start in 2010 and shmxid be

h o u s i n g  m a r k e t .  ` e s p i t c
i n c r e a s e d  i n c o m e  g e n e r a t e d  b y

l i n e ,  w e  e s t i m a t e  c u r r e n t - y e a r  e a r n i n g s

the pending rate case suggests improve-
ment in 2009.
Div idend momentum
s lowed.  F rom 1994 2006,

1
2007's  disappoint ing rate order in-

duced the directors not to 'authorize an in-
. fm

prnjectiorx of earnings gains to 2011-2013,

w i l l  e x c e e d  t h o s e t h e
r e m a i n s :  a n
i n  o u r  D n i o n .
A r t h u r M é d a l j e IV/aY.§'. 2008

Q) Dlv'ds hltdorlcalgf paid in nar-
Sopl., Rnd Dec. I Incl reinvent.

22¢: 'OF. (3695 '06, 1Cl¢, Ne>¢ eamlngs rapurl
due late July,
Ly Mow.. June,
plan avsll. 1' Sharsholrler Invest. plan avail,

.Iv
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its request higher electric
1999,

kilovolt line to provide additional access to
ever resources in the Palo Verde Mar-
ket. ornpletian is targeted Fur midyear,
Two more pro.er;ts are under development.

6-lTll"@def1cic11<8;/ during that period
his Er region. ThP other is expansion of a

based calculations. But

op-and
Eurtuwitics.
z higher due to new

wholesale market prices. less
cost of service plus.
conbinatlon of the

company'
transmission

and

Xpzc 4 a
end on for
rates. In tllc r:orrlpahyl5 TUCSON
Electric Power subsidiary rates were
frozen through 2008. Tn offset the earn~
inks rK"-SU|[-
in from Llnrccovered costs. UNS
as rd regulators for an increase of' $172
million. It proposed that one of three alter-
natives be used :In setting new rates. Tn
each instance, transmission and distribu-
tion tariffs wouldbe based on historic cost-

eneratiorx rat&swould be f igured di{F:1-enrly. Power
charges would either be based on

Inrnfitable
an additional. Tee, or a
two. The first two o -

sons would lead to increases of about 2231.
The third would generate slight] lesser
rates. A commission dcd$10Y7 on ti; filing
is expected by yearend
The is investing i n  n ew

mes. The Arizona commis-
sion staff has stated that the state has in-

to accommodate
on this lraformarinn
are stringing a 500-

One is a line from Tucson to
Nogales, Arizona to improve reliability In
that .
link with the Phoenix area ha enhance the
flaw of power throughout the state, Coil
struction of this line will take tic years,
Earnings should improve in 2008.
Ruses Include higher gas rates of $5 mil-
lion and the absence of hast years plant
outages that increased Fuel and purchased
power costs limited sales

Though interest expense will
transmission, we as-

tfmatc 2008 earnings will rise 13%, to $1.65
a share. An order an the pending, fats: £858
l:>o.lnls to a further gain next year. The
stock is untimely.
These shares might interest income-
nr-iented investors. Dividend growth
prczspects to 2011-2013 are well above the
u(ilil;y norm. But UniSourcu'5 weak
Finances might deter H1059 Rf 8 cunserva-
tive bent.
A.rlv'wrJ'-I Medalic 'v 9 9

sufficient fI'ansmis$:lon
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Moody's release on UNS ElectriclUNS Gas

\

Tue Jul 8, 2008 8:30pm BST

(The following statement was released by the ratings agency)

July 8 - Moody's investors Service assigned a Baan rating to the shared senior unsecured $60
million multi~year credit facility of LINS Electric, inc. (UNS Electric) and UNS Gas, Inc (UNS Gas).
The facility is guaranteed by ans Electric's and LINS Gas' intermediate parent holding company.
Llnisource Energy Services (LIES). LIES is a subsidiary of iJnisource Energy, inc (UniSolJme:
Bat senior secured (security limited to stock of certain subsidiaries)), a holding company that has
as its primary utility subsidiary Tucson Electric Power Company (TEP: Baan senior unsecured).
The ratings of Unit-8ource and TEP remain unchanged. The outlook for UniSource arid its
subsidiaries is stable.

The Baan rating assigned to the UNS Electric/LINs Gas credit facility reflects the relatively stable
and predictable nature of the regulated cash flows produced by these electric and gas utilities as
well as the historically strong financial profile of the combined entities which provide the basis for
the UES guarantee, For the pest several years, cash flow credit metrics at both UNS Electric and
UES have been at or above the upper end of the ranges demonstrated by electric utilities rated
Baa. For example, the ratios of cash from operations excluding changes in working capital (CFO
Pre -- WC) to Debt, calculated in accordance with Moody's standard analytical adjustments, have
been consistently above 20%. The Elaa3 rating recognizes that cash flow metrics are expected to
decline somewhat over the next few years, reflecting the impact of the termination of UNS
Eiectric's full requirements power supply agreement with Pinnacle West Marketing and Trading,
as well the continuing capital expenditure programs at both UNS Electric and UNS Gas, however,
Moody's anticipates that metrics will generally remain toward the mid~to~upper end of the ranges
demonstrated by electric utilities rated Baa.

The Baan rating considers the regulatory environment in Arizona, which Moody's has historically
considered to be below average for regulatory environments in the United States in terms of
supportiveness to credit quality. However, the Baan rating also contemplates recent decisions by
the Arfzona Corporation Commission (ACC) that appear intended to provide more timely recovery
of certain costs. For example, in its May 2008 decision, the ACC awarded UNS Electric a forward
looking Purchased Power and Fuel Adjustment Clause (PPFAC), with en annual true~up
mechanism. Although the initial PPFAC is expected to be capped below the level required to
immediately recover UNS Eiectrids costs for fuel and purchased power, the true-up component is
uncapped and is intended to recover excess costs over the following twelve month period. At
UNS Gas, rates are adjusted monthly to reflect differences in the average actual cost of gas
versus that assumed in rates, in addition, in UNS Electric's recent rate case, the Acc approved
the concept of line extension fees, designed to make "growth pay for itself" which should result in
an almost immediate recovery of a portion of the capital costs associated with hooking up new
customers,

The $60 million UNS Electric/UNS Gas revolving credit facility matures in August2011. Either
borrower may borrow up to a maximum of $45~million as long as the combined amount borrowed
does not exceed $60 Million. As of March 31, 2008, UNS Electric had $30 million drawn under the
facility while UNS Gas had no short-term borrowing outstanding. The facility includes two financial
covenants applicable to each borrower: for UNS Electric a maximum debt to capital ratio of 65%,
and a minimum interest coverage ratio of 2.25 times, for UNS Gas a maximum debt. to capital
ratio of 67%, and a minimum interest coverage of 2.25 times, Moody's anticipates the borrowers
will remain comfortably within these limits; however, the facility does require a material adverse
change (MAC) representation at each new borrowing. in our opinion, the requirement for a MAC
representation significantly increases the risk that the credit facility may not be available when
liquidity needs are greatest.

The stable outlook for UES reflects the relatively stable cash flows anticipated to be generated by
its regulated subsidiaries and Moody's assumption that increases in the cost of fuel and

l
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purchased power will, in fact, be recovered on a relatively timely basis. To the extent that deferral
balances grow to be materially larger than anticipated, or if the time to recovery is significantly
extended, the rating or outlook could be revised downward. Given the anticipated decline in credit
metrics, the potential for large deferral balances, and the limited liquidity provided by the joint
credit facility due to the MAC clause, an upward revision in the rating or outlook is not likely over
the near-to-medium term.

Headquartered in Tucson, Arizona, Unisource is a holding company that provides electricity and
natural gas to customers across Arizona through its primary subsidiaries: TEP, a vertically
integrated electric utility end UES, whose principal subsidiaries are UNS Electric and ume Gas.
(New York Ratings Team)
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